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Abstract 
The aim of this study was to evaluate the effect of the earning transparency on  cost of capital common stock  in companies listed 
on the Stock Exchange in Tehran. In this context, the variables of financial leverage, firm size, book to market ratio, market risk 
and momentum factor were used to assess the cost of capital common stock  variable based on Fama–French Momentum Factors 
and earning transparency benchmark was used to measure earning transparency. In this study, a sample of 45 companies (16 
industries) listed in the Tehran Stock Exchange were selected and research data has been extracted for the period 2002 to 2012. 
In this study, correlation method was used, and Statistical analysis of data was performed at 95% confidence level, and 
hypothesis testing was done by multivariate linear regression model. The results of this study showed that, of the variables 
studied, only the relationship between the three variables of financial leverage, company size and momentum with cost of capital 
common stock  were significant statistically, while, there was no significant relationship statistically between earning 
transparency and book-to-market ratio and market risk with the cost of capital common stock. 
© 2015 The Authors. Published by Elsevier B.V. 
Peer-review under responsibility of SCIJOUR-Scientific Journals Publisher. 
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1. Introduction 
Earning Transparency of the companies in recent years has become increasingly important, and nowadays 
financial reporting transparency is one of the most important financial issues , Francis et al. (2005) stated that the  
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lack of Earning Transparency reported creates the information risk, as a result, investors will demand a higher 
risk premium, and consequently, the cost of capital common stock  increases, and vice versa, with increasing more 
clear and unambiguous earnings reported and, the shareholder confidence has increased, and the expected rate of 
return for shareholders and consequently the cost of capital common stock  has reduced. Thus, by reducing the 
quality of accounting information and earning, information risk of the company increases, and it increases the 
expected return to shareholders, and thus, the capital cost will rise. 
Earnings quality can have consequences, such as increasing the efficiency of investment, the ability to predict 
future returns. Investors want to earn more earning, and reduce the risk of their investments. For this reason they are 
attempting to form portfolios, so they reduce risk by diversifying investments, or obtain maximum efficiency for a 
certain level of risk. The optimal portfolio selection needs assessment of both risk premium and portfolios return 
factors. Over the years, various models have been proposed to assess risk premium and portfolio return. The 
different models have been evaluated, and the results indicate that the factors considered in this model alone can't 
explain the relationship between risk premium and portfolio return. For this reason, the idea of combining these 
factors came together. For this reason, the idea of combining these factors was proposed. Therefore, in this study, 
the relationship between earnings transparency and cost of capital common stock  has been investigated by Fama 
and French model and taking into account the momentum factor of the firms listed in the Tehran Stock Exchange. 
Therefore, the main question of the research is as follows: 
Do earning transparency, momentum and Fama and French model variables affect the cost of capital common 
stock ? 
2. Literature review 
2.1. Earning transparency 
Transparency of corporate information is a situation that information widely is accessible, relevant, reliable, 
comprehensive and timely. Bushman et al. (2004) and Nielsen et al (2009) argue that the user of the information at 
any time knows everything, and he can examine any subject based on clear information. Barth et al (2008) have 
defined earning transparency as change in earning and profitability (at the same time) with stock returns. 
2.2. Measurement of earning transparency 
One of the main challenges related to transparency in empirical studies is the measurement of transparency. In 
terms of quantifying, the transparency can be measured with an accuracy of information received conceptually. 
Accuracy of information is a function of the relevance and quality of information. Center of International Analysis 
and Research (CIFAR) has proposed an index of transparency, which this index is mean ninety scores of accounting 
and non-accounting items disclosed by a broad sample of companies in their annual reporting. The center has 
determined scores given to each property, and measures the amount of financial information transparency based on 
the score obtained (CIFAR, 1995). Berger et al. (2006), developed for measuring the measure the financial reporting 
transparency. The idea that they considered for measuring the earning transparency is based on the earning 
sustainability, because according to them, the volatility of stock returns is a ratio of a company's accounting 
transparency. This index in addition to the quality of financial reporting, measures financial transparency as well. 
Barth et al (2008), have used the relationship between earnings and stock returns to measure the earning 
transparency, so that, if the earning and the change in earnings and stock returns at the same time change (with 
regard to index R2), earning is transparent. 
2.3. Cost of capital common stock  and earnings quality 
Cost of capital common stock  is related to expected returns conceptually. In other words, cost of capital common 
stock is defined as the minimum expected rate of return. If the expected return is lower than the cost of capital 
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common stock , economic value will be reduced. Therefore, management should reach strive the expected return at 
least to the level of its capital cost for maintaining the economic value (Barth et al., 2008). In the meantime, the key 
to success is to reduce the capital cost. It should be noted that, the company should reduce investment risk to reduce 
its capital costs, and increase shareholder wealth. One of the components of the investment risk in a company is its 
information risk. That is, the higher the accuracy and quality of information provided by the company, from the 
perspective of investors, will leads to lower information risk for the company. So, given the quality of the reported 
information is important for corporate executives. Because, information related to earning in comparison with other 
information reported by the accounting system is of most interest to investors, so, according to the qualitative 
characteristics of reported earnings is very important. (Francis et al, 2004). Therefore, whatever the accounting 
earning transparency is increased, consequently, the information risk of company decreases, and capital cost will be 
reduced (CIFAR, 1995). 
2.4. Cost of capital common stock  according to Fama and French model and Momentum factor 
In one of the studies, Fama and French (1993), by summarizing the findings of the empirical literature, and on the 
basis of cross-sectional regression model, have studied the relationship between beta, company size, book to market 
ratio, leverage and earnings-price ratio and stock returns in the US capital market, and concluded that systematic 
risk (beta) alone can't explain stock returns, and among variables, two variables of company size and book to market 
ratio have greater ability to explain stock returns. The final results of their study show that two variables of company 
size and book to market ratio, have ability to explain the cross-sectional returns. One anomaly in the market that 
Fama and French Momentum Factors could not fix it is momentum strategy. Momentum is a concept in physics that 
states that when is a body is moving tends to continue its motion until the force exerted on it from the outside, a 
price trend until a foreign force stop it, tends to continue to pursue its previous path. This strategy includes 
investment in the market, the claim that, positive or negative return of the past will continue to a certain period in 
the future (Fadaei Nejad and Sadeghi. 2006). Fama and French Momentum Factors could well explain changes in 
return, and almost justify all known anomaly, such as earnings-to-price ratio, cash flow yield, past long-term return, 
sales growth. The only anomaly that Fama and French Momentum Factors couldn't explain it is momentum strategy 
of Jegadeesh and Titman (1993). To consider the effect of momentum, Carhart (1997), risks related to underpin the 
momentum factor and the four-factor model by adding it adopted risk related to Fama Vfrnch Momentum Factors, 
where the momentum is defined as winner stock portfolios returns minus loser stock portfolios returns. 
3. The research history 
Some of the research results conducted in relation to earning transparency and cost of capital common stock are 
as follows: 
Taromi (2006), examined in his research the Fama and French Momentum Factors. His research results showed 
that there is a significant positive relationship between the risk and average stock returns. Also, there is an inverse 
relationship between average stock return and book-to-market ratio. In small companies, this relationship is stronger 
than large firms. Also, there is an inverse relationship between company size and average stock return. 
Kimiagari at el (2007), in their study, have examined the relationship between risk and return based on Fama and 
French Momentum Factors. They showed that the size and return have direct relationship in the capital market in 
Iran, but the book-to-market ratio has lower ability in explaining return. 
 Robat Meyli (2007), in a study examined comparison of the performance of the capital asset pricing model with 
Fama and French Momentum Factors to predict stock returns. Results of the study showed that the mean expected 
returns than real return is about 51% in the Fama and French model and is about 35% in the CAPM model, and the 
performance of Fama and French model is better than the CAPM model. 
 Lordestani and Majdi (2007), examined the relationship between the five features of earning (stability, 
predictability, relevance, timeliness and conservatism of earnings) and cost of capital common stock , and showed 
that, there is a significant relationship between the cost of capital common stock  and the four first features. 
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Wang et al. (2007) in a study examined the relationship between timeliness of disclosure and transparency of 
financial information reported in the Chinese stock. They examined 2894 observations during the period from 2004 
to 2006 and found that, after controlling for common factors, such as the auditor's opinion, the timeliness of annual 
financial reports has a positive relationship with information transparency.  
Pizarro, et al (2007), in their study, examined the effect of institutional ownership and transparency in companies 
listed on the Companies listed on the Chile stock exchange. They found that institutional ownership has a negative 
impact on the Company's reporting transparency. 
Islami Bidgoli and Khojasteh (2009), by adding productivity factor to Fama and French Momentum Factors 
showed that the addition of productivity to the model increases the ability to analyze the expected returns to 
shareholders, and adjusted coefficient of determination increases.  
Chiu Chi (2009) has examined the effect of the financial reporting transparency on the performance and value of 
companies within the Taiwan Stock Exchange. His study provided empirical evidences that show that overall quality 
of transparency of disclosure has positive relationship with financial performance of the company. In addition, he 
indicated that the company's transparency of disclosure of financial statements is the mechanism that maximizes the 
value of the company, and prevents the moral hazard between managers and owners. 
Kordestani and Alavi (2010) have examined the impact of earning transparency on the cost of capital common 
stock  based on Fama and French model. Their findings showed that, the companies with higher earning 
transparency will experience less cost of capital common stock . 
Elliott et al. (2010) examined the effect of accounting transparency on incorrect pricing expectation of analysts. 
They provided experimental and theoretical evidenced that based on them more transparency of financial statements 
not only reduce the incorrect pricing expectation, but will stimulate expect incorrect pricing expectation. 
4. Hypotheses of the study 
With respect to the above, and in order to find answers to the main question, and to achieve the objectives of the 
study, in this study, six hypotheses to be formulated as follows: 
x First hypothesis: There is a significant relationship between earning transparency and cost of capital common 
stock  statistically. 
x Second hypothesis: There is a significant relationship between the financial leverage (the ratio of long-term debt 
to total assets) and cost of capital common stock  statistically. 
x Third hypothesis: There is a significant relationship between the company size (SMB) and cost of capital 
common stock  capital statistically. 
x Fourth hypothesis: There is a significant relationship between the value factor (HTML) and cost of capital 
common stock  capital statistically. 
x Fifth hypothesis: There is a significant relationship between the market risk premium and the cost equity capital 
statistically. 
x Sixth hypothesis: There is a significant relationship between the momentum factor (WML) and cost of capital 
common stock  statistically. 
5. Research methodology 
This research in terms of the purpose is an applied study, and in terms of method is a descriptive study, and given 
that is finding a significant relationship between the variables and changes range of dependent variable with respect 
to independent variable, it is considered as a correlational study. The statistical model used in this study is a 
multivariate model. Information required has been extracted by database including Rahavard Novin software and the 
official website of the Tehran Stock Exchange, and after collecting statistical data, hypotheses were tested using 
panel data and STATA software. 
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6. The statistical population and sampling 
The population included companies listed on Tehran Stock Exchange and all industry groups classified in the 
Tehran Stock Exchange system, according to monthly calculations of momentum factor and Fama and French model 
for a period of 11 years, from 2002 until the end of 2012. The sample is selected by using the elimination method 
and based on the following criteria: 
x Company financial information will be available during the study period. 
x In terms of increased comparability, the end of the fiscal year must be ended to March, and during the study 
period, there must be no change in the fiscal year. The reason for choosing these criteria was that, as much as 
possible periods of time are similar and seasonal conditions and factors are not effective in the selection of 
factors and variables. 
x It must not be a part of banks and financial institutions (investment companies, financial intermediation, holding 
and leasing companies). The reason for choosing this criterion is the different structure of the Profit and Loss 
Statement of these companies compared with other firms. 
x In order to homogenize the sample in the period studied, companies must be accepted in the Tehran Stock 
Exchange until the end of 2001, and they must not out of Tehran Stock Exchange during 2002 to 2012. 
x Trading hiatus must not be more than three months. Because the efficiency of the company depends on stock 
trading, and if the company stocks have a large trading hiatus, so returns can't be measured with sufficient 
accuracy. 
x Book value of equity must be positive. 
7. Data analysis 
In this study, the regression model of Mary et la (2013) was used to investigate the relationship between earning 
transparency and capital cost.(equation 1) 
ǡൌȽ଴൅ߚଵ ௜ܵǡ௧+ߚଶܦܤܶܣ௜ǡ௧ ൅ ߚଷܵܯܤ௜ǡ௧ ൅ ߚସHMܮ௜ǡ௧ ൅ ߚହሺܧሺܴெሻ െ ܴிሻ௜ǡ௧ ൅ ߚ଺WMܮ௜ǡ௧ ൅ ߝ௜ǡ௧ 
(1) 
7.1. Dependent variable 
In this study, following Fama and French and momentum factors to estimate the cost of capital common stock , 
the model (2), is used. 
 
ECCi,t ൌ തܴ௙ǡ௧ ൅ ߚመ௉ெோிǡ௜ǡ௧ כ  ሺܴெ െ ܴிതതതതതതതതതതതሻ௧ ൅ ߚመௌெ஻ǡ௜ǡ௧ כ ܵܯܤതതതതതതݐ ൅ ߚመௌெ஻ǡ௜ǡ௧ ൅ ߚመுெ௅ǡ௜ǡ௧ כ ܪܯܮതതതതതതതݐ ൅ ߚҧெைெǡ௜ǡ௧ כ ܯܱܯതതതതതതതݐ 
ሺ2ሻ 
 
Where,  
ECCi,t: Cost of capital common stock  (expected stock return) of company i in year t. തܴ௙ǡ௧: Risk-free rate of return, which is equal to the rate of return on government bonds in year t. This rate is 
derived from the Central Bank. 
ܴெ : Market rate of return. Cash return and Tehran Stock Exchange price (TEDPIX) have used to calculate 
market returns. 
ܵܯܤതതതതതതݐ: SMB variable in year t is obtained from the monthly average SMB variable. 
ܪܯܮതതതതതതതݐ: HMLvariable in year t is obtained from the monthly average HMLvariable. 
ܯܱܯതതതതതതതݐ: MOMvariable in year t is obtained from the monthly average MOMvariable. 
ሺܴெ െ ܴிതതതതതതതതതതതሻ௧: Market risk premium in year t, which is obtained from the monthly average this variable. 
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To estimate the cost of capital common stock , coefficients in model (2) is estimated based on estimation of 
model (3), calculating the cost of capital common stock  is obtained from the capital market line equation. 
 
ܴ௜ ൌ ߙ ൅ ߚܴெ ൅ ݁ 
(3) 
Where:  
Ri: Equity Return Rate (cost of capital common stock  for company i). 
RM: Market Return Rate. 
 
7.2. Independent variables 
The following three phases are done to calculate independent variables: 
7.2.1. First phase 
In the first phase, four variables of size, value, risk premium and momentum factor of stock price are calculated 
as follows. 
x Size: Company Size is the natural logarithm of the total assets of the company. 
x Value: The value of the company is BE/ME ratio. 
x Risk Premium: Market risk premium is the difference between the average return on market rate and risk-free 
interest rate. It is noteworthy that, in this study, the general price index is used to calculate the rate of return on 
the market, and the market rate of return is the result of dividing the difference between the price of the end of 
year index and the first price of the period index by the first price of the period index. 
x Momentum: is the difference between cumulative stock returns in the prior period (last month) minus the 
cumulative stock returns in nine previous periods (last nine months). 
7.2.2. Second Phase 
In the second phase, the variables of size, value and momentum, are sorted from small to large, and companies 
are divided into groups of Small (S) and Big (B) based on the size variable. Companies were classified into three 
groups on the basis of value, as 30 percent of its high value is considered as companies with high value (H), 40% of 
them as companies with medium value (M) and 30% of them as companies with low value (L). Also, the companies 
based on the momentum were divided into three groups of winner firms (30% of high-value (W)), the Loser firms 
(30% of the low level (L)) and indifferent firms (40% middle values (N)). 
7.2.3. Third phase 
In the third stage, the variables are calculated as follows: 
x Size Factor (SMB): the difference between the average yield of the portfolio in Small companies and Big 
companies and which is shown as Small Minus Big (SMB).(equation 4) 
 
ܵܯܤ ൌ ቌ
ܵ
ܮ ൅
ܵ
ܯ ൅
ܵ
ܪ
͵ ቍ െ ቌ
ܤ
ܮ ൅
ܤ
ܯ ൅
ܤ
ܪ
͵ ቍ 
(4) 
Where, 
ܵȀܮ: Companies that are small in size and their ratio book-to-market ratio is low. 
ܵȀܯ: Companies that are small in size and their ratio book-to-market ratio is Medium. 
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ܵȀܪ: Companies that are small in size and their ratio book-to-market ratio is High. 
ܤȀܮ: Companies that are big in size and their ratio book-to-market ratio is low. 
ܤȀܯ: Companies that are big in size and their ratio book-to-market ratio is Medium. 
ܤȀܪ: Companies that are big in size and their ratio book-to-market ratio is High. 
Value Factor (HML): the difference between the average yield of the portfolio for companies with a high book-to-
market ratio and portfolio for companies with low book-to-market ratio which is shown a HML. 
 
ܪܯܮ ൌ ቌ
ܵ
ܪ ൅
ܤ
ܪ
ʹ ቍെ ቌ
ܵ
ܮ ൅
ܤ
ܮ
ʹ ቍ 
(5) 
The variables are defined in the model (4). 
Momentum factor (WML): the difference between the average yield of the portfolio for winner companies 
(companies with high momentum) and loser companies (companies with low momentum) which is shown as 
WML 
 
ܹܯܮ ൌ ቌ
ܵ
ܹ ൅
ܤ
ܹ
ʹ ቍ െ ቌ
ܵ
ܮ ൅
ܤ
ܮ
ʹ ቍ 
(6) 
Where, 
ܵȀܹ: Companies that are small in size and their ratio momentum value is high. 
ܤȀܹ: Companies that are big in size and their ratio momentum value is high. 
ܵȀܮ: Companies that are small in size and their ratio momentum value is Low. 
ܤȀܮ: Companies that are big in size and their ratio momentum value is Low. 
x Market risk premium (E(RM) -RF): the difference between the average rate of return on market portfolio and the 
risk free interest rate. 
x Financial Leverage (DATA): The ratio of long-term debt to equity. 
7.3. Earning Transparency (TRANS) 
In this study, the model of Barth et al (2008) has been used to define the earning transparency. An index that 
measures the earning transparency rate is the coefficient of determination R2, which is obtained from the regression 
of stock returns to earning and its changes. To measure the earning transparency (Trans), two-stage estimation 
method is used which reflects cross-sectional and temporary changes in measuring the transparency. Measuring the 
earning transparency for each year is obtained from sum of the explanatory power of the estimation of earning 
efficiency ratio in 2 stages (Trans and Transin).(equation 7) 
 
ܴܶܣܰ ௜ܵǡ௧ ൌ ܴܶܣܰܵܫ௝ǡ௧ ൅ ܴܶܣܰܵܫ ௣ܰǡ௧   
 (7) 
Where, n and p indicate industry and portfolios. 
Model variables are defined as follows: 
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TRANSI is coefficient of determination regression model of profit growth rate by industry j (an industry that has 
been a member of the firm i in year t). TRANSI is estimated using annual profit growth rate by industry. 
TRANSI is estimated using annual profit growth rate by industry. 
 
ܴܧ ௜ܶǡ௝ǡ௧ ൌ ߙ଴ூ ൅ ߙଵூܧ௜ǡ௝ǡ௧Ȁ ௜ܲǡ௝ǡ௧ିଵ ൅ ߙଶூοܧ௜ǡ௝ǡ௧Ȁ ௜ܲǡ௝ǡ௧ିଵ ൅ ߝ௜ǡ௝ǡ௧ 
 (8) 
In Model (8), variables include: 
୧ǡ୨ǡ୲: Annual stock return of firm i in year t for j. 
୧ǡ୨ǡ୲: Earnings per share before unusual items it in year t for industry j. 
ο୧ǡ୨ǡ୲: The change in earnings per share before unusual items of firm i in year t-1 to t for industry j. ୧ǡ୨ǡ୲ିଵ: Stock 
price of firm i at the end of year t-1 for industry j. 
Ƚ଴୍: Intercept. 
Ƚଵ୍ǣThe average rate of earning for industry j. 
Ƚଶ୍ǣ The average coefficient of change in earnings for the industry j. 
TRANSIN: Coefficient of Determination Regression models of returns based on portfolio p in year t. 
TRANSIN is estimated using the ratio of profit growth based on the portfolio. 
Four portfolios are formed according to industry regression residuals (errors of the model 8). 
 
ܴܧ ௜ܶǡ௣ǡ௧ ൌ ߙ଴ூே ൅ ߙଵூேܧ௜ǡ௉ǡ௧Ȁ ௜ܲǡ௉ǡ௧ିଵ ൅ ߙଶூேοܧ௜ǡ௉ǡ௧Ȁ ௜ܲǡ௉ǡ௧ିଵ ൅ ߝ௜ǡ௉ǡ௧ 
 (9) 
In model ( 9), variables include: 
୧ǡ୮ǡ୲: Annual stock return of firm i in year t each portfolio. 
୧ǡ୔ǡ୲: Earnings per share before unusual items it in year t for each portfolio for firm i. 
ο୧ǡ୔ǡ୲: The change in earnings per share before unusual items of firm i in year t-1 for each portfolio. 
୧ǡ୔ǡ୲ିଵ: The stock price of firm i in the year t-1 for each portfolio. 
Ƚ଴୍୒: Intercept 
Ƚଵ୍୒: The average coefficient of earning for each portfolio. 
Ƚଶ୍୒: The average coefficient of changing for each portfolio 
8. Research findings 
In this study, the presence or absence of the relationship between the cost of capital common stock  and the 
independent variables has been tested using panel data analysis with fixed effects. But in order to calculate the 
earning transparency variable, the two variables of TRANSI and TRANSIN were calculated. In the first stage 
regression model was fit for each industry, which results are summarized in Table (1). It is worth noting that 
 single-firm industries, a time-series regression, and for multi-firm industries, cross-sectional units hybrid data and  
time-series regression is used. 
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 Table  1. The results of variable calculated TRANSI 
ܴܧ ௜ܶǡ௝ǡ௧ ൌ ߙ଴ூ ൅ ߙଵூܧ௜ǡ௝ǡ௧Ȁ ௜ܲǡ௝ǡ௧ିଵ ൅ ߙଶூοܧ௜ǡ௝ǡ௧Ȁ ௜ܲǡ௝ǡ௧ିଵ ൅ ߝ௜ǡ௝ǡ௧ 
No Industry Name 
Earnings to 
stock price in 
the previous 
period ratio 
coefficient 
Earnings Changing to 
stock price in the 
previous period ratio 
coefficient 
Intercept 
The coefficient of 
determination 
1 
The publication, printing, 
reproduction 
11.60 -43.62 -6.36 0.472 
2 
Automobiles, Production 
of auto parts 
0.017 0.047 35.96 0.004 
3 
Agriculture and related 
services 
20.83 -16.16 4.60 0.176 
4 
Manufacturing equipment 
and means of 
communication 
423.12 -24.35 -6.30 0.660 
5 
Manufacturing Metal 
products 
29.75 21.51 15.68 0.112 
6 
Other metallic mineral 
products 
30.74 7.75 -0.44 0.260 
7 Cement, lime and plaster 23.42 -14.69 -13.36 0.207 
8 
Petroleum products, coke 
and nuclear fuel 
40.54 -6.56 -61.22 0.381 
9 Basic metals 27.99 -1.74 25.38 0.373 
10 Ceramic Tile 41.45 -9.95 -5.63 0.265 
11 equipment and machinery 14.19 8.48 13.95 0.018 
12 
Machinery, electric 
apparatus 
34.18 -39.59 19.43 0.221 
13 Chemicals -6.66 5.56 46.24 0.015 
14 
Food and drinking except 
beet and sugar 
12.03 -30.72 20.49 0.156 
15 Textiles 68.86 -67.83 9.68 0.125 
16 Pharmaceutical products 17.14 16.57 21.98 0.081 
 
In the second stage, the amount of errors TRANSI model was determined, and companies on the basis of these 
errors were classified in four portfolio, and the first portfolio, including the first quarter, portfolio second including 
second quarter, third portfolio including third quarter and fourth quarter including fourth portfolio, then, the model  
(9) was fitted to calculate the variable of TRANSIN for individual portfolios, which results are briefly presented in 
table (2). 
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Table 2. The results obtained from the N TRANSI variable 
ܴܧ ௜ܶǡ௣ǡ௧ ൌ ߙ଴ூே ൅ ߙଵூேܧ௜ǡ௉ǡ௧Ȁ ௜ܲǡ௉ǡ௧ିଵ ൅ ߙଶூேοܧ௜ǡ௉ǡ௧Ȁ ௜ܲǡ௉ǡ௧ିଵ ൅ ߝ௜ǡ௉ǡ௧ 
No Industry Name 
Earnings to stock 
price in the previous 
period ratio 
coefficient 
Earnings Changing 
to stock price in the 
previous period ratio 
coefficient 
Intercept The coefficient of determination 
1 Portfolios (1) 23.23 15.99 21.13 0.296 
2 Portfolios (2) 0.009 7.25 36.69 0.010 
3 Portfolios (3) 0.16 0.10 31.005 0.005 
4 Portfolios (4) 19.21 -16.68 12.82 0.213 
   
In the third stage, in order to calculate earnings transparency (TRANS), the sum of coefficient of determination 
of two models, TRANSIN and TRANSI was obtained. Finally, after calculation of all the variables, the mail model 
of the study was examined. In this study, cross-sectional units hybrid data, and time-series regression and the 
method of least squares (OLS) were used, but because, variance of errors was dissimilar, generalized least squares 
method (GLS) was used to overcome the unequal variants.  F-Limer test results in Table (3) show that, at 95% 
confidence level, F-Limer test null hypothesis is rejected, as using panel data regression is more appropriate than 
cross-sectional units hybrid data, and time-series regression. About Hausman test, it is worth noting that, if the test 
statistic calculated is less than 5%, in this case, the null hypothesis is rejected, and the panel data regression analysis 
with fixed effects is used, and if it is greater than 5%, the panel data regression with random effects is used. Thus, 
according to the results of the Hausman test in this study, the use of panel data regression analysis with fixed effects 
has been more appropriate. 
 
 
           Table 3. The results of the hypothesis test 
ECCi,t= α଴+ ߚଵTRAN ௜ܵǡ௧+ߚଶܦܤܶܣ௜ǡ௧ ൅ ߚଷܵܯܤ௜ǡ௧ ൅ ߚସHMܮ௜ǡ௧ ൅ ߚହሺܧሺܴெሻ െ ܴிሻ௜ǡ௧ ൅ ߚ଺WMܮ௜ǡ௧ ൅ ߝ௜ǡ௧ 
Variable name Variable coefficient T-Test probability The t-statistic 
Cost of capital common stock  (ECC) 0.0103 0.169 1.38 
Earning Transparency (TRANS) 0.0041 0.033 2.15 
Financial Leverage(DBTA) 0.0269 0.000 4.12 
Size factor (SMB) 0.0009 0.784 0.27 
Value factor (HML) 0.0037 0.576 0.56 
Risk premium factor (Risk premium) -0.0005 0.005 -2.86 
Intercept -0.0992 0.000 -7.42 
The coefficient of determination 0.12 
The F-Limer test probability 0.000 
The Hausman test test probability 0.0001 
 
The results of Table 3 show that, at 95 % confidence level, there is a significant relationship between the factors 
of "size, momentum, financial leverage" and "the cost of capital common stock " statistically, thus, the hypotheses 
related to these three factors are accepted, but at the error level of 5%, there is no significant relationship between 
the factors of "earning transparency, risk premium, value" and "the capital cost" statistically. 
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9. Conclusion 
Capital asset pricing model assumes that investors hold fully diversified portfolio such as market portfolio, and as 
a result, company-specific risks are excluded, and only the systematic asset risk is remarkable, which arise from 
market macro factors, and is measured by beta. Therefore, it is expected that the variables related to specific risks of 
the company are not of interest to investors. But, evidences have been reported contrary to the above in empirical 
research. In the real world, investors may not hold fully diversified portfolio in operation. Therefore, it is normal 
that they are concerned about the non-systematic risks, and hence, they consider some variables representing firm 
characteristics, such as size, book-to-market ratio in their own decisions. The aim of this study was to evaluate the 
effect of the earning transparency on cost of capital common stock  in companies listed on the Stock Exchange in 
Tehran, the results of the regression model test in this study showed that, there was no a significant relationship 
between variable coefficient of earning transparency, value, and risk premium in determining the cost of capital 
common stock , statistically, but there was a positive and significant relationship between size and financial leverage 
and capital cost statistically, and also there is a significant and negative relationship between momentum factor and 
cost of capital common stock . Thus, according to the study, these variables in explaining the cost of capital 
common stock  have information content. The results of this study are consistent with the results of Kimiagari et al 
(2007), and Taremi (2006), and Krhart (1997), and are not consistent with the results of Chiu Chi (2009), Robat 
Meyli (2007) and Kimiagari, et al (2007). Thus, we can conclude that, Fama and French Momentum Factors can 
explain the returns better than the capital assets pricing model. The results of this study show that, the momentum 
factor in explaining the actual returns pays a significant role. In any case, the results can increase understanding and 
knowledge of financial analysts, financial managers and current and potential investors and researchers in the capital 
market field. 
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